BY SAMUEL PIZER AND FREDERICKE CIITLER

United States Assets and Investments Abroad

Private Capital Outflow af. Peak in 1960

UNITED STATES businees conearng
and other private investors, responding
to continned econemic growth in many
countries and to possibilities for invest-

Private Capital Ouiflows
Reached a Postwar High n 1960
Relnvested Eamings Continued Strong
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ing liquid funds profitably abroad,
ndded over $5 hillion to their assets and
investments abroad in 1060, roising
thair totel holdings to mores than $50
billion.

Dirget investments in qubsidiaries
nnd branches were puzhed forward in
most orens ot o more (apid poce in 1960
than in 1950, though thera were sharp
reductions in eertain situntionz, notably
in resource developmnent in soma Latin
American countries. In totel, direet
investment copital Aows incrensed from
%1.4 hillion to $1.7 billion. About $200
million of this rise in direct investment:
capita} ouifiows rafiecied increased cogh
outlays Lo purchase minority intercsts
hald by forzignera in existing subsidi-
aries abroad.

Although only limited data on direct
investment capital Qows in 1061 are
now available, it appears that the total
ig likely to remain nenr tha 1960
amount. Companies reporting on their
expected outlays sbread for plant and
equiptnent this year indicate subztantial
gming in both the ranmdacturing aod
petroleum industries, with Bitle or ne
veduction projected for 1962. These
date will be given in dateil in the
Survey oF Current Businese for Sop-
tesnber o8 port of o repors on sources and
uses of funds of direct-investment enter-
prisca abroad.

Earnings of the direct investment
enterprises improved in all major mdus-

Farnings Score Broad Advance

tries in 1960, and in nearly all countries.
Agpregrie sprnings rose by 8 parcent ko
pbout $3.5 billien, newdly equal to the
peak reached in 1887, Of this total,
foreign  subsidiaries retained abrond
about §1¥ billion, up from $1.1 billion
in 1959,

The principnal element in the overall
Tigo in eapital outfiows in 1960 wos tha
gharp riga in the Aow of short-tarm funds
to coapital marketa abroad. In contrast
to the expériencs of earlisr postwar
yenrs, when there were moderate out-
flows in most years corresponding in
larpe part to the need for working hal-
ances to finance larger volumes of inter-
nitional transactions, the 1960 sutdow
appenred to result primarily from higher
interest roies shroad, and to semo ex-
tent from apprehensions about sconomic
ond pelitical developmente In the
United 3tates, These outflows have
been greatly reduced since the first
quarter of 1961, ss discussed halow.

Other  privete  capital  ouiflows
dropped slightly in 1260, though re-
maining at a substantie] rate of 350
million annually. Sales of new isaues of
forelgn seourities in the United States,
eapecially Canndian issues, were lower,
and continve to decline, and medivin-
ierm lending by U5, banks has slao
been reduced. However, there was o
resumpbion In the first bhalf of 1961 of
stthstontinl purchases of foreign equity
seguritiss,

Direct Invesiments Abroad

WITH both capital outflows and re-
invested enemings high in 1960, tha
vulue of divect investments abroad rose
by $2.9 billion in the yen to an aceumu-
lated totnl af $32.7 billion. Nearly hal
of the expanzion reprezented the growth

of manujeeturing investments in many
countrisg, bringing the total invested mn
this industry to $11.2 billion.

The buildup of patroleum investments
has now fallen considerosbly behind
manuincturing investments, accounting
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for only about 20 percent of the 1960
eombincd total of enpilal cutflows and
reinvestod  enrnings.  Of Lhe other
industrics, trade eontinves Lo grow in
impartanes, mining investments were al
n reduced rate in 1980, agricultural
enterprizes wore not expanding in the
aperepats, nnd growtl in utilities was
lirgely in the operation of ocean ship-
ping and pipelines.

Mixed trands in Latin America

Bechuee of the comparatively small
overnd] capitnl foww {or direck invest-
mont in Latin Americo—cbont $100
million in 1950—there hins been zoms
coneern that political nstability and
loseas n Cuba bhave stified investor
interest. Howsaver, the more detailed
figues now available do nat appenr to
support this view.

Tha gharp decline in eapital ougs
flows to this aren roflected primarvily
& return to the United States of [unds
from mining properties in a faw coun-
tries 48 expansion was comploted and
production begmn, torether with cone
tinued relatively Jow neliviey in the
petroleum industry resulting in o not
capitel inflow from Venezuels. These
developments affected primarily Ven-
ezueln, Chile and Peru. Part of the
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overall decline was also aliribulable e
Cluba, where capital flows exceeded
%60 million in 1959 ond have now
virbunlly ceased. Noavly all ol the
I8, investments in Cuba have now
been seized, but they have not been
written off in these tabulations.

I conisnst to these developments,
manufacturing ventures by 1.8, com-
ponies in Latin America were expanded
at o record rbe in 1880, and appear
likely o continue st a high vate in 1981.
Most of tho increase over 1958 was in
copital flows [rom the United Stnies,
avgmented by lager amounta of re-
trined earnings ae profits in the aron
roge. Capitnl outflows lor manuofoe-
boring wore mereased in 1960 to most
oguntring in Latin America, especially
to Moxioo, Brasil, Avgentinn and Von-
szueli.

Increased flows to Canada

Cuopital flows for direct investment
in Canada rosa to nearly $500 million
in 1060, with most of the rise in the
mining anel petroleun industrics. Tl
eapital flow for manulasturing was the
lowest in many years, and was about
£100 million legs than in 2959, when it
included B speecial cutflow ta porelass
mindrity mierests.

Projected plant ond equipment ex-
penditures for Crnada indicate only
minor changes in manulnetnring and
petroloun in 1961 and 1982 [rom the
1940 amomtz, but & conziderablo
reduection in mining. Howavor, the
flow of nnds feom parent companies in
the United Stiates will also he affecied
by diffareniial intersat cosls in the two
countries and sxpestaiions about the
axchange rote.

Europeon investment ot peak

Over $1Y biltien wiz addod te S,
direst investments in Europe in 1960,
raising the aceumulated velue to $6.6
hillion. The previows hich was e
5725 million added in 1959, and abouk
£200 million of tha difference repre-
gented larger cash outlays by TS,
eompnnies in 1960 to acquirs minority
interests in existing manufacturing com-
panies. There romained, howaver, a
broad uptom in investments in most
counteies nnd industries,

21

Common Market countries reegived
capital outflows of $280 oullion [rom
1.5, companies in 1960, plus ovor $154
million of rcinvested earnings. Qf the
combined total, nenrdy 3$300 milboo
wené into manulacturing—dounble the
1958 omount—and petrelount invest-
wmants were also rvised.  Mearly hndf of
the smount added to dirced invest-
meonts in thiz srea m 1960 wenb
Germany, wnd there were also =ub-
sbantinl gains in the other Common
Merlket countriea,

The eapital flow to the United King-
dom was extraordinarily high in 19460
beenuse of the spesial transastion
mentiened above—without this frons-
action thers would still have been
o moderate increase over the 1059

GROWTH OF DRECT FORBGN
INVESTMENTS, BY AREA
Europaan Share Rises
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amount, mainly for larger petroleum
investments. In the case of Sweden,
thore was a reduction in manufoc-
turing investments ns nn old-eatab-
lighed intertst in n Swedish company
wns sold out.

A continued and perhaps inereasod
flow of investrment oapitel to Europs
mny be required to finunes the steop
rise in plant expansion by U5, coms.
paniea under woy in 196) and seheduled
to reoain largs in 1962,
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Other arcoas

Africe.—Fetroloum compinies con-
sideribly stepped up their expenditures
to dovelop North Afriean production in
1960. Port of this was reflected in o
capital ouiflow of about 50 willion, bub
an even larger amount was aceounted
for as oxploration and development
expouses aitd is roflected in largs sperad-
ing logses in tho neea.  Thore was 4 net
inflow fo the Uniled States of capitel
fromm  mining  and  manulacturing
investmenis in the Union of South
Alriea,

Aste.—In the Middle East enpital
outlays in petroleum were still being
finaneced lavgely by the aperating com-
panies or their affilintes abroad, result-
ing on balange in o neb capital inflow
to tho United States. Production of
oil in the aren inerensad aubataniinlly
in 1960, snd aarnings slse turned
upward.

Most of the incrensed eapifal flow to
Tar Easlern countries in 1960 was
sccountad for by the petroleum indus-
try, which had been withdrawing [vnds
in 1358 nnd 1950,
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Cecanie—Direct investments in man-
ufacturing in Australin rose consider-
ahly in }960, with capital flows and
reinvested earnings both Jarger than o
1959, There were minor infows [rom
New Zerlwod, Enoinps in the arsa
chunged Jlittle.

Tnternotional—In ilis category, rep-
resenting shipping subsidiavics utilizing
the flags af Panams, Liberia and
Hondurns, theve was n sharp reduc-
lion in capital cutfows in 1984 as com-
poared with 1953, Most of this repre-
soutod a decline in the finnncing of
tonker subsidiaries of petrolsum coin-
ponies as ship mortgnges were paid off.
Borpings of the tonker fleets were
further depressed, but other shipping
eoterprises yeported some improved
EAITINgE.

Industry Developments

NMeanufaduring—FResponding to vari-
ous atbrmetions nd pressurss, United
States manulacturing compnmies raised
furiher in 1960 the amount invested
abroad through copital outllows and

Tablo b.—Dirpezt Tovestments in Monainetoviog Entorpriscs Abromd, 1959, 1957, 1059, and
1046, Iy Commadity

| Disene of do N
—————— —_—
Telamu Faper | Chunl- rrioary Muuh1n~1 Eimp= | Trane-
Aran ol 1 = Fm'li I’I‘!"I:]ﬂ mﬁl?':}“ i r:mir Eﬂwy 13 g.:ﬂlw l.lilm 1]
o yaor IN. prel- (o n Tl At | o) n B
(s nela pal- | prnt- us caled | choo- MY squip- TJI;I.!I]N
ncks nola 1RUialE | ieleal) [: 1IN
&, 841 483 e ik 182 o) L] i) LI A
50 TES = LTE -l Ml oy 2 1,4 DS
I, 1L ] 3 1,080 nt 1A 1,0 [nF [ 1, 4B
1,18 i 3 1,002 bt 1] [ [ U] x 1| La
1, BEY w E) THH a0 Ho N "l 180 E- L]
o I il i T 143 471 aar am Fiil 47l
[T o L) 4 143 T ) ¥ Hn 3]
1.8 E1l] 23 Bi7 1 13 MH ang 558 o]
1] 154 3 Pl B ] 14 by K] 13
1 18 A in kT 13 [J] & 1M 14 1M
1417 18{ L) E 14 ¥l hi M v i
L = 52 408 L) = ] 1 =1 m
157 ] b Ty | LEH () 133 152 15
2, 185 e {2 g a 178 4R FiT ] ma
5T 108 B HY 3 ay 7 Fi] B HA
& T k1 [i~] 1] o) T8 N [ ri? 411
1] [ — ) 11 i T 3 IF n
10 1o I 21 ] Lk 1] ki) 1]
i} 14 . [ A ] Ny -] fa | |
113 H ) n L] ] [ b2 i
L LY [—— — 12 14 b ] 2 B L1
100 13 T w b o 15 12 ! 1B
FH 1 13 g 8 X 15 4 o o)
kL ] 15 0 ] Fi) 1 m a n
jlirg 16 1 1a & 4 ] [ ] k] k)
34 k] -] w 137 3 M ] i M
116 il L N 25 1] [ dl i1r H
1H 58 5 Fr) % 12 [T 4% o H

Huots: Trotall may oot odd bo (a0l borsuse of raomd|

! Inabodos milvor nomsHzald o We Posiom lleulqﬂmn"ﬁ‘mndemm.

== Loay than 5900, 0L

August 1001

EARMINGS OF DIRECT FOEBGN
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reinvested profits. Burops was ths
aren recciving the larpest asmount of
these funds——over $800 million out of o
warld total of $1.4 billion {or the manu-
foctaring industry in 19680. Common
Market countries recaived nearly $300
million snd the United Kingdom about
$550 million, but the latter included
nbogt 3370 million for purchases of
minoriby intereats.

Manufacturing invesiments hy
United Siates firms in Cannda conlinued
to grow ot & substantinl rate, maioly
out of reinvested carnings.

In Lotin Amerion, and v some othes
of the less developed countries, mong-
fucturing investments are being carvied
out ot o somewhot accelernted rate
partly because of promising future
muorksts, but also under the threat of
exclusion from such markeis unless
lIoca) manufacturs is undertalsn.

Although this industry is now very
aciively expanding sbroad, the sums
being invested in Alrica and Asiz are
still relntively smoll, amouniing to $30
million for both continents in 1980,
nkout the same ns in 1058,

Among the major commedity groups
in the manulecturing category, the
fastest growing in 1900 were transpor-
tation equipment (lorgely automebiles),
chemicaly, food products, snd machin-
ery. Other commodity groups olse
expanded substantially abroad, s
shown in table 5.
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Investments in automotive planis
oversess wore radsed by about $¥
hillion in the year, of which 5370 milhon
resulted from the special outlay in the
United Iinpdom discumed zbove.
Automative investiments also incrensed
substentially in  other European
couniries and in Australin,

About 34 billion waa added Lo TS,
investments in the chemical industry
nbroad in 1060, not including peturo-
chemical plante owned by petroleun
companies. Expension by this industry
wae significant in Ceosda, Latin
Americn, wnd Europe.

More then half of the $215 mullion
inerense in investments in enterprises
producing machinery wea in Europe,
Manufasturars of food products
accolarated their rate of investment in
most areas.

Petrofpum—aAbout 3600 million was
added by 115, petroloum compnnies to
their foreign investménts in 1980,
raising the total etake to £11 hillion.
This rate of investmont was moderately
higher than that of 1058, with most of
tha gain showing up in refinery con-
eteustion in Evrops and the Far East,
akd in distribution {acilities in Canada
and Europe. There waa olso heightened
devolopmant activity in North Africa,
as noted nbwove, and in Argenting.

The industry remaing modeintely
aekiva in axploring throughout the world
and iz parrying out 2 larpe senls ex-
panzion in refineries, petrochemicals,
transmission systema, and other phases
of the industry.

Trads—Investmente in enterprises
whose major activity iz trading or dis-
tributlon #re now growing ot an
necolorated rate—about $360 million
wos invested in such oparations nbroad
in 1960. Many of these enterprises alao
perform additional functione incleding
licensing, management and research
services, and activity as financial inter-
mediariee.

Earnirgs generelly higher

With increased demand nbroad for
petroloum, metals, and manufactures,
sarnings of the direct investments
continued & steady advance. However,
the total was still under the 1057
record deapite additional investmentsof
nenrly $74% billion since that time,
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Peiroleum earnings rose most notably
in the Middls Enst, where cil production
by the companics increased 14 percent.
There were moderate goins in enrnings
in gther preducing areas nnd from in-
arenzed refinery cutput in Europes and
slsewhere,

Earnings of the mining companies
were much bigher then in recent years
as prices firmed and more properties
reached the producing stage.

Improved earnings for manulacturing
enterprises in mozt countrice reflected
gonernl business cxpansion. An excep-
tion was Canade, where enrnings wore
depresserd as business nclivity ramained
low, and there was scarcely any change
in mant faeturing earnings in tho United
Kingdom.

Of the total direct-investment
carmngs of §2.5 hillicn in 1960, about
%1.1 billion wus branch profits and $2.4
billien represented the US. shars in the
profits of foreign subsidinry sompanics.
O the latter amount, about $1.25
billion, or 52 percent, was ratained
abroad, & propartion  generally
characteristic of the postwar experisnen.

Income receipte from abroad, as
entered into the balance-of-payments
accounts, ineluded all branch profits,
eommon dividends, preferred dividends
(%10 million in 1960) and interest ($109
millicn}, less any taxes withheld abroad,
The ineoms totnl for 1960 on this basis
wes $2.3 billion, about 5 percent mors
than the 1950 amount. Marve than hall
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of tha incrense in earnings for the year
was retaingd abroad.

Other Private Foreign
Investments

A significant poart of the pressure on
tha balanes of payments in 1060, off-
setiing gains made in the trade accounts,
come  from nccelerated outflows of
short-term funds beginning aboub mid-
yenr, The accompnnying chart, nsing
the rclationship between yiclds on
Taited Stntes Treasury bills and com-
parnble bills in Canadn and the United
Kingdom as representative of broador
changes in world money morkets, shows
the ineentive lor inveating lquid funds
shroad ns it developed during 1980,

Interest Roate Differenticls, With Ferword Exchange Cover, Between
Threa-Menth U.S. Traasury Bills and Comparable Canadian and UK. Bills
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Basic factors underlying the bebavior
of interssh rotes were sagging economic
activity in the United States, which was
accompanied by o fall in short-term
interest rates from o peak ak the begin-
ning of the year by a low of o littla over
2 percent at mid-year, snd the hooming
economies of gther induvstrial countries,
leading to attempts by their menetary
anthorities to restrain credit.  Tha flow
of ligquid Dlunds toward the latier
countries fended to frushrnic their
monctary policies, snd oventually, ns
the losz ol gold and dollars by the
United States becnme wory linrge, nnd
fonrs of develeation grew, fliphts of
cepital developed. In soine eonntrics
this bed to a slilt from primsry emphnsis
ol mongtary measures of restraind to
increased relisnce on mensures other
than high short-termn interest 1ates.
Short-tesm ralesin the United Kingdom
end Geruany were consequently sharp-
Iy reduced in the Inst quaréer of the
year, and, in the enge of Germany, bave

contineed to decline this year, Ger-
many alse apprecinted the value of its
curreney in Mareh 19861,

Short-term: interest zrntes in the
Thnited Eingdom nevertheless remained
well above the United States zates, but
the inceniive 1o miove funds to that
marliet was wiped out enrly in the year
by a widening discount on forward
slerling. Hecent announcsmert of o
sharp boost in the discount rede in the
Tnited Kingdom bas aliered this rela-
tionship. In the case of Canada,
short-term  interest rates remained
atirnetive through the first five months
of 1961, pnd then were offset by depreci-
ation of the Canadian doilar and lower
interest vates there.

By for the largest oulflow of funds,
however, was vecorded for Japan, as
shown in table §. Interest rates in
that country parsiet well above those in
other industrial countries, nttracting
Loth United Stotes funds and doilars
ownedl by residents of other countries.

Anguat 1901

Monetary asuthorities here and
abroad are pnow better prepared to
mitigats the disturbing effects of such
capital flows, cooperaling in lending
short-term aupport o currencies coming
under pressura from this source.

Private partfolio intestmenta

Long-term private portiolio invest-
ments abroad were increasad by $1.2
billion in 1980—abouk the Bama smount
a8 in 1959—reaching a total valuo of
$12.6 hillivn. About $850 billion of tha
1960 pain resulied from eapitol outfows,
and Lhe remainet eonsisted of improvad
market ralwee for fareipn stocks and
dollar bonds.

0.5. purchases of new f{oreign
securities offered hers have failen since
the 1058 peak, when interest rates hers
wera comparairely low. The total for
1960 was $5673 million, with the volume
reduced alter the firat half nnd continu-
ing ai a low level this year. Conadinn
horrawars have lately raieed n much
higher proportion of their nseds in their
own capital market, and the othar mnjor
isguer here, the International Bank, has
not: entered this market &0 any extent
in this period of balance-of-payments
problems. Thera was o considerablas
wariety of other issues offered here in
1960, led by & $100 million issue sold
vrivotely by o Mexican institubion.

Investors in the United States addad
nearly $100 millier to their holdings of
other Foreign bonds, purchasing sizable
amonnts of Buropenn issues and par-
ticipating in leans ungmated by the
International Banlk.

Americans reduced their ncquisitions
of foreign corporata stocks in 1960, bt
nccelernted their purchases again in
the first half of 2981, Most of the
stovks were issues of comparies on the
Europenn continent; thers were nat
Liquidstions of Canadian nod United
Eingdom equities in 1060, reflecting
a downward dvift of prices in those
countries,

Medium term foreign loans by U8,
bonks incrensed by $160 million in 1980
to o tetal of 1.7 billion. Most of the
inerense went to Argentinn and Vene-
zuela, There was a general but moder-
abe reduction of outsinnding bank loans
in the first five months of 1981, Credits
extended by non-financinl concerns
rose moderately in most nreas in 1980,



